CONCEPTUALISING AND MEASURING ECONOMIC RESILIENCE
Lino Briguglio, Gordon Cordina, Nadia Farrugia and Stephanie Vella 26 Many small states 1 manage to generate a relatively high GDP per capita compared to other developing countries 2 in spite of their high exposure to external economic shocks. This would seem to suggest that there are factors which may offset the disadvantages associated with such vulnerability. This phenomenon is termed by Briguglio (2003) as the 'Singapore Paradox', referring to the fact that Singapore is highly exposed to external shocks, and yet this island state has managed to register high rates of economic growth and high GNP per capita. This reality can be explained in terms of Singapore's ability to build its economic resilience.
Economic vulnerability is well-documented in the literature from both the conceptual and empirical viewpoints (see for example Briguglio 1995 Briguglio , 2003 Crowards 2000; Atkins et al. 2000) . Most studies on economic vulnerability provide empirical evidence that small states, particularly island ones, tend to be more economically vulnerable than other groups of countries, due mostly to a high degree of economic openness and a high degree of export concentration. These lead to exposure to exogenous shocks, which could constitute a disadvantage to economic development by magnifying the element of risk in growth processes. Cordina (2004a Cordina ( , 2004b shows that increased risk can adversely affect economic growth as the negative effects of downside shocks are larger than those of countervailing effects of positive shocks. The high degree of fluctuation in GDP and in export earnings registered by many small states is considered one of the manifestations of such exposure (see Atkins et al. 2000) .
THE 'SINGAPORE' PARADOX
As already explained, the 'Singapore Paradox' refers to the seeming contradiction that a country can be highly vulnerable and yet attain high levels of GDP per capita. Briguglio (2003 Briguglio ( , 2004 explains this in terms of the juxtaposition of economic vulnerability and economic resilience and proposed a methodological approach in this regard. In this approach, economic vulnerability was confined to inherent permanent or quasi-permanent features, while economic resilience was associated with man-made measures, which enable a country to withstand or bounce back from the negative effects of external shocks. Briguglio refers to this type of resilience as 'nurtured '. Cordina (2004a '. Cordina ( , 2004b ) presents a conceptual application of this approach by showing that saving and capital formation in an economy, in response to a situation of vulnerability, can be important sources of resilience.
On the basis of this distinction, Briguglio (2004) identifies four possible scenarios into which countries may be placed according to their vulnerability and resilience characteristics-described as 'best-case', 'worst-case', 'self-made', and 'prodigal son'.
Countries classified as 'self-made' are those with a high degree of inherent economic vulnerability, but which adopt appropriate policies enabling them to cope with or withstand their vulnerability. They take steps to mitigate their inherent vulnerability by building their economic resilience.
Countries falling within the 'prodigal son' category are those with a relatively low degree of inherent economic vulnerability, but which adopt policies that expose them to the adverse effects of exogenous shocks. The analogy with the prodigal son is that these countries, though 'born in a good family', squander their riches.
The 'best-case' scenario applies to countries that are not inherently highly vulnerable and which at the same time adopt resilience-building policies. On the other hand, the 'worst-case' scenario refers to countries that are inherently highly vulnerable and yet adopt policies that exacerbate that vulnerability.
These four scenarios are depicted in Figure 3 .1, where the axes measure inherent economic vulnerability and nurtured resilience, respectively. In this scheme, the best situation in economic terms falls in quadrant II. The vulnerable small island states that have adopted resilience-building policies would fall in quadrant I.
The method of defining vulnerability in terms of inherent features and resilience in terms of policy-induced changes has a number of advantages. First, the vulnerability index would refer to permanent (or quasi-permanent) features over which a country can practically exercise no control and therefore cannot be attributed to bad governance. As such, the index should not differ much over time. In other words, countries scoring highly on the index cannot be accused of inflicting vulnerability on themselves through misguided policy approaches.
Second, the resilience index would refer to what a country can do to mitigate or exacerbate its inherent vulnerability. Scores on this index would, therefore, reflect the appropriateness of policy measures.
Third, the combination of the two indices would indicate the overall risk of being harmed by external shocks due to inherent vulnerability features counterbalanced to different extents by policy measures.
Given these conditions it is highly unlikely that countries will be able to move vertically on this schema, but they will be able to move horizontally. It would thus be possible for countries to switch between the 'worst case' and the 'self-made' classifications, or the 'prodigal son' and the 'best case' classifications by changing their economic policies.
By distinguishing between inherent economic vulnerability and nurtured economic resilience, it is possible to create a methodological framework for assessing the risk of being affected by external shocks (Figure 3.2) . Figure 3 .2 shows that risk has two elements, the first is associated with the inherent conditions of the country that is exposed and the second associated with conditions developed to absorb, cope with, or bounce back from, external shocks. The risk of being adversely affected by the shock is therefore the 
ECONOMIC VULNERABILITY
Recent work on the economic vulnerability index (see Briguglio 1995 Briguglio , 1997 Briguglio and Galea 2003; Farrugia 2004 ) is based on the premise that a country's susceptibility to exogenous shocks stems from a number of inherent economic features, including high degrees of economic openness, export concentration and dependence on strategic imports.
Economic openness
Economic openness can be measured as the ratio of international trade to GDP. A high degree of economic openness renders a country susceptible to external economic conditions over which it has no direct control. Economic openness is, to an extent, an inherent feature of an economy, conditioned mainly by a country's ability to produce efficiently the range of goods and services required to satisfy its aggregate demand. If a country's productive base is limited to a narrow range of products, it has to rely on imports to service a substantial part of its needs and on exports to finance its import bill. 
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It may be argued that openness to international trade is influenced by policy. Practical experience has, however, shown that trade policies tend to influence the composition of a country's external trade flows, rather than their size. It can be further argued that openness to international trade could be a source of strength, in that it may indicate that a country is successfully participating in international markets. This argument, however, does not detract from the fact that, by participating more actively in international trade, a country exposes itself to a larger degree of shocks over which it has relatively little control. 
Export concentration
Dependence on a narrow range of exports gives rise to risks associated with lack of diversification, and therefore exacerbates vulnerability associated with economic openness. Again, this condition is to a large extent the result of inherent features in the production base of an economy. Export concentration can be measured by the UNCTAD index of merchandise trade (UNCTAD 2003:section 8), and Briguglio (1997) and Briguglio and Galea (2003) have devised an alternative index which also takes services into account.
Dependence on strategic imports
Another facet of the exposure argument relates to the dependence on strategic imports, which would expose an economy to shocks with regard to the availability and costs of such imports. This variable can be measured as the ratio of the imports of energy, food or industrial supplies to GDP. Again, this condition is inherent in that it depends on country size, resource endowments and possibilities for import-substitution.
All vulnerability indices utilising these variables come to the conclusion that there is a tendency for small states to be more economically vulnerable than other groups of countries.
ECONOMIC RESILIENCE
Economic resilience can be defined in many ways, but here the term is used to refer to the ability to recover from, or adjust to, the negative impacts of external economic shocks.
Usefulness of considering resilience building
The issue of resilience building is important for small states in view of the fact that such states tend to be inherently economically vulnerable, as already explained. In addition, the discussion on resilience sheds light as to why a number of vulnerable small states have managed to do well economically, in spite of (and not because of) being highly exposed to external shocks. Consideration of resilience building also conveys the message that vulnerable states should not be complacent in the face of their economic vulnerability, but could, and should, adopt policy measures that improve their ability to cope with external shocks.
The meaning of economic resilience
Most dictionaries define resilience in terms of the ability to recover quickly from the effect of an adverse incident. This definition originates from the Latin resilire 'to leap back'. In economic literature, the term has been used in at least three senses relating to the ability to recover quickly from a shock, withstand the effect of a shock, and avoid the shock altogether. Ability of an economy to recover quickly. This is associated with the flexibility of an economy, enabling it to bounce back after being adversely affected by a shock. This ability will be severely limited if, for example, there is a chronic tendency for large fiscal deficits or high rates of unemployment. On the other hand, this ability will be enhanced when the economy possesses discretionary policy tools that it can utilise to counteract the effects of negative shocks, such as a strong fiscal position allowing discretionary expenditure or tax cuts to counter the shocks. This type of resilience is therefore associated with 'shockcounteraction'.
Ability to withstand shocks. This suggests that the adverse effect of a shock can be absorbed or neutered, so that the end effect is zero or negligible. This type of resilience occurs when the economy has in place mechanisms to react endogenously to negative shocks to reduce their effects, which we can refer to as 'shock-absorption'. For example, the existence of a flexible, multi-skilled labour force could act as an instrument of shock absorption, as negative external demand shocks affecting a particular sector of economic activity can be relatively easily met by shifting resources to another sector enjoying stronger demand.
Ability of an economy to avoid shocks. In this chapter, this type of resilience is considered to be inherent, and can be considered the obverse of economic vulnerability.
THE CONSTRUCTION OF A RESILIENCE INDEX

Underlying difficulties
In this section, we present the results of an attempt to construct a composite index of economic resilience. Some words of caution are warranted at this stage. The choice of variables as components of the index is somewhat subjective. Care was taken, however, to base the choice on a set of desirable criteria related to: appropriate coverage, simplicity and ease of comprehension, affordability, suitability for international comparisons and transparency. A more detailed consideration of these criteria is given in Briguglio (2003) .
In addition, the summing of the components of the index also involves subjective choices, principally in selecting a weighting procedure. There is considerable debate in the literature on composite indices on this issue. Again, these questions are discussed in Briguglio (2003) and are not elaborated upon here.
The compilation of the index encountered a number of problems with regard to data collection, the most important of which were associated with lack or shortage of data and non-homogenous definitions across countries. Briguglio (2003) considers these problems, referring to the fact that data problems occur particularly in the case of small states.
Components of the resilience index
It is hypothesised that elements of 'shock-absorbing' and 'shock-counteracting' resilience in an economy can be found in the following areas
• macroeconomic stability • microeconomic market efficiency • good governance • social development. All of these areas feature variables which are highly influenced by economic policy and which can serve for an economy to build its economic resilience to meet the consequences of adverse shocks.
Macroeconomic stability. Macroeconomic stability relates to the interaction between an economy's aggregate demand and aggregate supply. If aggregate expenditure in an economy moves in equilibrium with aggregate supply, the economy is characterised by internal balance, manifested in a sustainable fiscal position, low price inflation and an unemployment rate close to the natural rate, as well as by external balance, indicated by the international current account position or by the level of external debt. All these variables are highly influenced by economic policy and can act as good indicators of an economy's resilience in facing adverse shocks.
The macroeconomic stability aspect of the resilience index is thus constructed on the basis of three variables, namely
• the fiscal deficit to GDP ratio • the sum of the unemployment and inflation rates • the external debt to GDP ratio. These variables are available for a set of 102 countries spread over a spectrum of stages of development, size and geographical characteristics. The relative data and country ranking results are presented in Table A3 .1.
Fiscal deficit.
The government budget position is suitable for inclusion in the resilience index because it is the result of fiscal policy, which is one of the main tools available to government, and indicates resilience of a shock-counteracting nature. This is because a healthy fiscal position allows adjustments to taxation and expenditure policies in the face of adverse shocks. The fiscal deficit, standardised as a ratio to GDP, is thus included in the resilience index proposed in this paper.
Inflation and unemployment.
Price inflation and unemployment are also considered suitable indicators of resilience and at the same time they potentially provide information additional to that contained in the fiscal deficit variable. This is because price inflation and unemployment are strongly influenced by other types of economic policy, including monetary and supply-side policies. They are associated with resilience, because if an economy already has high levels of unemployment and inflation, it is likely that adverse shocks will impose significant costs. If, on the other hand, the economy has low levels of inflation and unemployment, it can withstand adverse shocks to these variables without excessive welfare costs. In this sense, therefore, unemployment and inflation indicate resilience of a shock-absorbing nature. The sum of these two variables, also known as the Economic Discomfort Index (or Economic Misery Index), is thus included in the resilience index proposed here.
External debt. The adequacy of external policy may be gauged through the inclusion of the external debt to GDP ratio. This is considered a good measure of resilience because a country with a high level of external debt may find it more difficult to mobilise resources to offset the effects of external shocks. Thus, this variable would indicate resilience of a shock-counteracting nature.
It may be surprising to observe that the United States is not among the first 10 placed in the macroeconomic stability index, although it ranks at a relatively high place in 12 th position. A number of small states, on the other hand, notably Hong Kong and Singapore, rank high on the index. In this regard, it should be borne in mind that this index is not a measure of economic development but instead represents the ability of the macroeconomy to absorb or counteract adverse economic shocks.
Microeconomic market efficiency. The science of economics views markets, and their efficient operation through the price mechanism, as the best way to allocate resources in the economy. If markets adjust rapidly to achieve equilibrium, then the effects of shocks can be easily absorbed in the economy and the relative adjustments be readily affected. If, on the other hand, market disequilibria tend to persist, especially in the face of adverse shocks, then resources will not be efficiently allocated in the economy, resulting in welfare costs, manifested, for instance, in outflows of capital, unemployed resources and waste or shortages in the goods markets.
As an example, consider the case of financial markets. If, in the face of an adverse shock, markets respond efficiently by increasing interest rates and decreasing asset prices, capital can be retained in the economy such that the adverse shocks are reflected in price variables rather than in the volume of physical investment, which would have an important influence on economic activity. If, on the other hand, prices in the financial markets fail to adjust properly, then it is more likely that capital will leave the economy in the face of an adverse shock, thereby affecting economic activity and employment. Similar considerations may be made for the way in which the labour and product markets equilibrate in the economy. These issues have important implications for resilience of the shock-absorbing type.
Not many indicators of market efficiency are available for a range of countries sufficiently wide for the purposes of this study. Following a search for suitable indicators, it was decided to use data contained in the Economic Freedom of the World Index (2005) published by the Fraser Institute. This is a project which commenced in 1986 led by Professor Milton Friedman, Rose Friedman and Michael Walker, and is aimed at measuring the extent to which markets are operating freely, competitively and efficiently in 126 countries. This index uses quantitative/objective data as well as data from independent surveys, and indirectly attempts to assess the effects of 38 government policies on economic freedom.
The index focuses on five major areas, with indicators relating to the size of government, legal structure and security over property rights, access to sound money, freedom to trade internationally, and regulation of credit, labour and business. For the purposes of the microeconomic efficiency component, the indicators selected is regualtion of credit, labour and business. This is chosen on the basis of their relevance to the resilience concept with regard to market efficiency.
Regulation. This component, which measures regulatory restraints that limit the freedom of exchange in credit, labour and product markets, is made up of fifteen indicators. Regulatory conditions in the domestic credit market, which are measured by assessing the extent to which the banking industry is dominated by private firms, whether foreign banks are permitted to compete in the market, the extent to which credit is supplied to the private sector and whether controls on interest rates interfere with the market in credit, measure the degree of interference by government in the financial market, which could preclude the economy from reacting flexibly to shocks. Similar considerations apply in the case of the labour market, where unemployment benefits that undermine the incentive to accept employment, dismissal regulations, minimum wages, centralised wage setting, extensions of union contracts to nonparticipating parties and conscription, are viewed as the extent of disincentives to work in an economy, which could preclude work effort from allowing a country to recover from adverse shocks. A country would have a higher market efficiency score if it allows market forces to determine wages and establish conditions of dismissal, avoid excessive unemployment benefits that undermine work incentives, and refrain from the use of conscription.
Like the regulation of credit markets and labour markets, the regulation of business activities may inhibit market efficiency. This sub-component is designed to identify the extent to which regulatory restraints and bureaucratic procedures limit competition and the operation of markets. When regulatory activities retard entry into business and increase the cost of producing products, when prices are not market-determined and when governments use their power to extract financial payments and reward some businesses at the expense of others, they have a crowding-out effect on private sector involvement, and reduce the degree of autonomous resilience which freely-operating markets can produce.
The relative data and country ranking results are presented in Table A3 .1. The data used in the index covered 2001 through to 2003. Small vulnerable countries can be found across the entire scale of placing in this index. This indicates that such countries are adopting different policy approaches in terms of microeconomic efficiency towards meeting adverse shocks.
Good governance. Good governance is essential for an economic system to function properly and hence, to be resilient. Governance relates to issues such as rule of law and property rights. Without mechanisms of this kind in place, it would be relatively easy for adverse shocks to result in economic and social chaos and unrest. Hence the effects of vulnerability would be magnified. On the other hand, good governance can strengthen an economy's resilience. Table A3 .1. The highest rankings on the governance index are the more economically advanced countries, with the first five placings occupied by major industrialised economies. Singapore, which was among the most resilient economies on economic criteria, ranks fifteenth in terms of governance. Vulnerable economies tend to obtain lower rankings on this count, but it still appears to be the case that the vulnerable economies enjoying a higher per capita GDP also tend to have better systems of governance.
Social development. Social development is another essential component of economic resilience. This factor indicates the extent to which social relations in a society are properly developed, enabling an effective functioning of the economic apparatus without the hindrance of civil unrest. Social cohesion can also indicate the extent to which effective social dialogue takes place in an economy, which would in turn enable collaborative approaches to undertaking corrective measures in the face of adverse shocks. It is therefore hypothesised that social development is directly related to social cohesion-although this assertion cannot be tested empirically due to lack of data. Social development in a country can be measured in a number of ways. Variables relating to income such as its dispersion and the proportion of the population living in poverty, the long term unemployment rate, the proportion of the population with low skills and inadequate employment prospects, and the proportion of the population with low levels of education could be useful indicators. Still another possible approach would be to measure the number and extent of instances of industrial or civil unrest. These approaches are interesting but rather narrow in scope and very difficult to measure across countries.
The index presented in this paper utilises the education and health indicators used to construct the Human Development Index (UNDP 2002 (UNDP , 2003 (UNDP , 2004 .
Education. Education, as measured by the adult literacy rate and school enrolment ratios, is considered to be a good indicator of social development. Education is considered to be strongly positively correlated with social advancement and hence, is indicative of a social fabric which is conducive to economic resilience.
Health. Life expectancy at birth, which is the health indicator in the Human Development Index, is considered to be suitable for measuring the health aspects in society. This in turn is likely to be related to medical facilities, housing and degree of proneness to accident or risk of injury. Again, high life expectancy is considered to be conducive to economic resilience.
The relative data and country ranking results for 2000-02 are presented in Table A3 .1. The social development index is very strongly correlated with the degree of economic development, with the countries in the first 20 places on the index having an annual per capita GDP of at least US$11,500. Small island states, including those with a high per capita GDP, rank from the twentyfifth position downwards.
Correlation between the components of the index. The variables discussed above have been found to be positively related to each other, as shown in Table  3 .1, but the correlation is somewhat weak, with the exception of good governance and market efficiency.
The question arises therefore as to whether or not the good governance index is redundant, given its high correlation with good governance. As the correlation is not unduly high, it was decided to retain all components in the composite index.
Other determinants of economic resilience. Economic resilience can also be viewed to be determined by a plethora of other factors apart from those mentioned above. It may be argued, for example, that it could be useful to consider the effects of environmental management on economic resilience. The environment can be an important source of vulnerability by giving rise to shocks of an adverse nature, be they rapid events, such as earthquakes, or in the form of a gradual degradation over time. In turn, these would have important repercussions on the economy and society. In this regard, the efforts being undertaken to compile the Environmental Sustainability Index (Esty et al. 2005 ) are commendable. Data on these factors are however not readily and extensively available across countries of different sizes, 6 such that the utilisation of this index within the present exercise would have significantly reduced the countries covered by the resilience index.
In addition, there is the possibility that incorporating an environmental management index could lead to the problem of redundancy. That is, using indicators that are highly correlated which would add no new information but would render the procedure unnecessarily complex. In the case of environmental management factors, the socioeconomic resilience aspects covered by the variables discussed above are likely to be highly correlated with environmental management, although in the absence of data, this assertion cannot be tested.
The resilience index
The index was computed by taking a simple average of the four components just described, namely
• macroeconomic stability • microeconomic market efficiency • good governance • social development. All observations of the components were standardised using the well-known transformation
where XSij is the value of the standardised observation i of variable j; Xij is the actual value of the same observation; Minj and Maxj are the minimum and maximum values of variable j. This transforms the values of observations in a particular variable array so that they take a range of values from 0 to 1. The results of the averaging of the four components are shown in Appendix 1. The results show that the countries with the highest GDP per capita, are, as expected, those with the highest resilience scores, as shown in Figure 3 .3.
The relation between GDP per capita, resilience and vulnerability. An interesting finding is that GDP per capita of the different countries is to a very high extent explained by vulnerability and resilience. Using the OLS (ordinary least squares) method of regression, GDP per capita (standardised as explained above) was regressed on the vulnerability index (as proposed in Briguglio and Galea 2003: See Table 3A. 3) and on the resilience index produced in this study. The results are shown in Table 3 .2. All variables have been standardised as explained above, so that their values range between 0 and 1.
This result confirms the hypothesis in Briguglio (2004) and Cordina (2004a Cordina ( , 2004b ) that the performance of countries depends on their inherent vulnerability and their nurtured resilience. This is not an extraordinary finding, because it validates a very plausible assumption. However the results of the Resilience index Log of per capita GDP regression exercise have some interesting implications. In particular, the results show that the economic well-being of nations is more dependent on manmade policies rather than on inherent vulnerabilities. The results also confirm that adequate policy approaches can be used to overcome the handicaps posed by vulnerability.
The scenarios
Going back to the scenarios proposed in Figure 3 .1, it is possible to place the countries included in the index in the four quadrants shown, using the resilience index proposed in this paper and the vulnerability index presented by Briguglio and Galea (2003) . The results are shown in Figure 3 .4.
It should be pointed out here that the cut-off values (represented by the dashed lines in Figure 3 .4) chosen for the quadrants are the averages of the vulnerability and resilience scores for all countries. This decision is subjective and the classification of countries will change if different cut-off points are chosen. Consequently it was decided to allow a 'border-line' margin of +/-5 per cent for the resilience index (shown by the semi-transparent rectangle) and countries falling within this margin are classified as 'borderline' cases. Table A3 .2 shows which countries have been classified within the different quadrants. The overall tendencies that can be derived from Table A3 .2 are that
• countries which fall in the 'best-case' quadrant include the relatively large countries with a relatively high GDP per capita and relatively low vulnerability scores.
• countries which fall in the 'self-made' quadrant include a number of small states with a high vulnerability score.
• countries which fall in the 'prodigal son' quadrant include relatively large countries and others with a low resilience score. • countries which fall in the 'worst case' quadrant include some small countries with relatively high vulnerability and low resilience scores.
THE USES OF THE RESILIENCE INDEX
Supporting decision-making, setting targets and establishing standards
Decision-making by the government and other authorities should lead to action which is systematic and coherent and based on transparent information. The Resilience Index may also be used to set the direction of action and to justify certain priorities. The index could also be useful for setting targets. For example, a country with low resilience scores in certain economic areas may set targets to step up its resilience with regard to that economic variable.
Monitoring and evaluating developments
Indices are of utmost importance to assess whether a given policy or decision is yielding the desired results and to assess whether changes of direction are needed. This is especially so if measured over time. In this way, decisions are not at risk of being taken blindly or based only on hunches and feelings, but would be based on scientific information presented in index format. 
Deriving quantitative estimates
An index summarises complex phenomena, often yielding a single-value measure of the phenomena under consideration. This is useful, if not essential, for donor countries and organisations when making decisions regarding the allocation of financial and technical assistance, or for assigning special status to vulnerable countries.
Dissemination of information and drawing attention to the issue
The resilience index can be used to make the public more aware of certain problems, and to give high profiles to certain trends that can strengthen resilience. In this regard, indices can be used for communication and for alerting stakeholders about issues, including dangers, failures and success stories. An index is a very good instrument for drawing attention to the issue being investigated. Thus, for example, the exercise of computing an index of resilience may itself make decision-makers aware of the gravity of these problems. Such an exercise may also generate academic discussion and enhance awareness amongst scholars on the issues involved.
Focusing the discussion
Indices can help to develop a common language for discussion. One often finds that persons engaged in debate go off at tangents because of lack of common definitions. In the case of indices, the quantification of its components requires precise definitions, and this could help focus the discussion on matters directly relevant to the issue.
Promoting the idea of integrated action
Composite indices are generally constructed to measure multifaceted realities. This could help to foster an awareness of the interconnections between the components of the index. In the case of economic resilience, for example, it is often not enough, and may even be counterproductive, to take action in one area in isolation from others. The resilience index proposed here could therefore promote the need for an integrated action in this regard.
CONCLUSION
This chapter dealt with conceptual and methodological aspects associated with economic resilience and its measurement. The index developed here covers four areas of economic resilience; namely, macroeconomic stability, microeconomic market efficiency, governance and social cohesion. Each of these areas contains variables considered suitable for gauging the extent to which the policy framework is conducive to absorbing and counteracting the effects of economic shocks.
The results of this exercise can provide an explanation as to why inherently vulnerable countries may register high levels of GNP per capita. It is argued that countries may be economically successful because they are inherently not vulnerable, or because they are resilient in the face of potential vulnerability. The obverse is also true, in that countries may be unsuccessful because they are not sufficiently resilient.
The chapter has also shown that GDP per capita is positively related to economic resilience and negatively related to inherent economic vulnerability. Furthermore, per capita GDP is found to be more sensitive to resilience than to vulnerability.
The index produced in this study is very preliminary, and the work should be considered as still at an early stage of development.
NOTES
1
In this study, the words 'state' and 'country' are used synonymously. There is no generally agreed definition as to which variable should be used to measure the size of countries and as to what should be the cut-off point between a small country and other countries. Generally speaking, population is used as an indicator of size. In this study, a country with a population of 1.5 million or less is considered to be a small one.
2
This finding is reported in many studies. See, for example, Briguglio (1995) . It is, however, to be stated that certain countries may have external debt not because of a weak policy framework but due to a highly-developed international financial activity. This is a recognised weakness in the use of this indicator. However the inclusion of other variables related to market efficiency and governance would to an extent 'correct' this weakness, since these variables either exacerbate the effect of external debt in the presence of a weak policy framework or counteract it otherwise. 
